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For the first elght months of 1963, the cumulatlve balance-of payments
,;<'surp1us ﬂmaunted to DM 2,778 million as compared with a DM 233 m;ialon def1C1t for
“the cqrrespcndlng period of 1962. Large increases in the trade balance more than
offset the continued growth of the deficit on service account and produced a
Uﬂ.D.S billion improvement in the goods and services balance. But heavier private
capital inflows, which rose by close to DM 1.5 billion, were the most impbrtant
factor in the re-emergence of the German balance of payments surplus, Most of the
capital inflow was concentrated in the acquisition of German securities, especially ;

long-term bonds.

German reserves increasing Q

With the rising balance of payments surplus (approximately $695 million
for the first eight months of 1963), the Bundesbank's holdings of gold and foreign
exchange increased by $358 million between December 1962 and August 1963 and by a
further $65 million in September. (See Table 7, page 8a.)

So far in 1963, the commercial banks have increased their foreign
exchange holdings by $302 million, but most of this was concentrated early in the
year wher. banks were unwinding the year-end window-dressing operations. Actually,
not all the funds repatriated then were put abroad again. Consequently, total.
foreign exchange holdings of commercial banks, amounting to $943 million at the
end of August, were about $70 million below their August 1962 level. The fact
that banks are notigdding to their foreign holdings, despite the continually
ircreasing trade surplus, is one indication of a tighter domestic credit situation.

With the favorable external position, the D-mark continued firm in the
foreign exchange market. (See Table 8, page 8a ) After declining in mid-July
when the German banks were putting money market funds abroad, the spot rate moved

up from 25,09 U.S. cents on August 2 to 25.14 cents in mid-October.
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- ’ﬁabz.g; T 'Germarg: Changes in Reserve Position 1962-September 1963
o (in millions of U.S. dollars)

Jan.—s% t. 1963 _
19 963 :f_ ;I: July  Aug. Sgpt.?./
A. Bundesbank gold and
foreign exchange
Gold L 82 69 5 8 - -
Foreign exchange =72 3,1 -70 248 59 39 65
Total -68 423 -1 253 67 39 65
B. Drawing rights on IMF  -102 b/15 2 - - 13
ﬁ. Commeirclal banks
foreign exchange 125 bf302 223 56 -95 118
. Total A through C -L5 70 224 309 28 170

@/ Estimated.
/ January-August only '
Source: I[MF, International Financial Statistics; Bundesbank, Monthly Report.

Table 8. €xemang Exchange Hate in U,3, Cents per DM 1962-June 1963
(monthly averages)

Par Value 25.000
Upper Limit 25,188
Lower Limit 24.87%

@ 1962 1963
January-March 25,017 March 25.023
April-June 25.018 April 25.045
July-September 25.033 May 25.090
October-December 24.981 June 25.121
July 25.109
1963 August 25.101
T January-March 2L.991 September 25.121
April-June 25.085 October (9 days) 25.132 1

Jul.y-September 25.110

Source: Federal Reserve Bulletin
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" From mid-August until the end of September, the premium on the forward

1 ?bfm3?k IQSe from 0.1 to 0.4 per cent per éﬂhﬁm: Tﬁis rise reflected in part
'liuﬁcertainties fegarding the proposed U.S. interest equalization tax, and in part
~ the usual bank preparations for the heavy seasonal requirements in September. At
the end of September, the three-month forward rate moved to a discount in

anticipation of the banks' year-end window dressing operations.

Financial markets tighten somewhat

German money markets have tightened somewhat as commercial bank 1iquidity‘£
lessened because of seasonal factors, such as tax dates and mid-year window
drensing operations. Wowever, the principal factor in the developing money m’t
stringency has been the Government's cash position, with funds being withdrawn
faster from the domestic economy than they were put back in circulation. But in
August public cash expenditures acted to ease bank liquidity positions, and it is
expected that during the remainder of the year public payments will flow faster
to the domestic economy.

Although the bond market appeared to be saturated during the summer
at the prevailing 6 per cent rate of interest, the authorities determined to
maintain that rate, Consequently, the Central Capital Market Committee decide.
to limit new flotations in July and August. 1In addition, two public loans issued
in August were offered at shorter maturities and without advance redemption
features in order to facilitate absorption. As the market turned more active
after the summer lull, these issues were readily placed; and in early October a
DM 300 million Federal loan was fully subscribed within a few days. As in previous ﬂ
issues, foreign participation was heavy. Since foreign interest in German public
bonds comes mainly from European sources, the proposed U.S. interest equalization

tax had little or no effect on the Gernan bond market.



The stock ‘market was temporarily affected at the time the U.Ss. tax -
1 was announced, and also moved temporarily lower in August when the U.S.

aed tariff retaliation in its chicken dispute with the EEC. In general

owever, the stock market has reflected the growing confidence in the growth in

,German economic activity, and the stock index reached a new high for the year in

'*earlyjseptember. Since then prices have shaded off slightly, reportedlyfbécaUse

of some selling by American interests. Stock yields are currently 3.09 per cent,

some 2 percentage points under bond yields,






